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DETAILED ACTION 



Claim Rejections - 35 USC § 102 

1 . The following is a quotation of the appropriate paragraphs of 35 U.S.C. 1 02 that 
form the basis for the rejections under this section made in this Office action: 
A person shall be entitled to a patent unless - 

(e) the invention was described in (1) an application for patent, published under section 122(b), by 
another filed in the United States before the invention by the applicant for patent or (2) a patent 
granted on an application for patent by another filed in the United States before the invention by the 
applicant for patent, except that an international application filed under the treaty defined in section 
351(a) shall have the effects for purposes of this subsection of an application filed in the United States 
only if the international application designated the United States and was published under Article 21(2) 
of such treaty in the English language. 

Claims 5, 10, 12 and 13 are rejected under 35 U.S.C. 102(e) as being 
anticipated by Sidikman et a! (US Patent No. 7,1 10,981). 

As per claims 5, 10, 12 and 13, Sidikman et al disclose a computerized system, program 
and automated method for controlling trading volume in a data processing system for stock 
trading. See the abstract. Sidikman et al teach receiving a trade order of exchange trading hours 
from a non-institutional user indicating a number of shares to be traded in real-time; 

Determining a limit for a number of shares to be traded; and 

Rejecting the trade order based on whether the number of shares to be traded is equal to 
or greater than the determined limit and accepting the trade order if the amount of shares is less 
than the determined limit and receiving the trade order from a non-institutional user via a broker- 
dealer. 

Applicant is directed to column 16, lines 31-66. 
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Claim Rejections - 35 USC § 103 

2. The following is a quotation of 35 U.S.C. 103(a) which forms the basis for all 
obviousness rejections set forth in this Office action: 

(a) A patent may not be obtained though the invention is not identically disclosed or described as set 
forth in section 102 of this title, if the differences between the subject matter sought to be patented and 
the prior art are such that the subject matter as a whole would have been obvious at the time the 
invention was made to a person having ordinary skill in the art to which said subject matter pertains. 
Patentability shall not be negatived by the manner in which the invention was made. 

Claims 1-4, 6-9 and 11 are rejected under 35 U.S.C. 103(a) as being 

unpatentable over Sidikman et al (US Patent No. 7,1 10,981) in view of Lancaster (WO 

97/30407). 

As per claims 1-4, 6-9 and 11, these claims contain limitations found in claim 5 and these 
claims are rejected under a similar rationale. Claims 1, 6, 9 and 1 1 recite a feature of receiving 
"a trade order outside of exchange trading hours" which is not explicitly stated in Sidikman et 
al. As per this limitation, Lancaster teaches a trading system which allows "the opportunity to 
trade 24 hours a day, to potential investors from every office and home in the world". See the 
abstract of Lancaster. It would have been obvious to one of ordinary skill in the art at the time 
the invention was made to incorporate the feature of receiving a trade order outside of exchange 
trading hours as taught by Lancaster into Sidikman et al in order to allow 24 hours a day trading 
by a potential investor with the motivation of increasing trading transactions within the 
combined system. 

Conclusion 

3. Any inquiry concerning this communication or earlier communications from the 
examiner should be directed to Frantzy Poinvil whose telephone number is (571) 272- 
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Page 4 



Art Unit: 3692 

6797. The examiner can normally be reached on Monday-Thursday from 7:00AM to 
5:30PM. 

If attempts to reach the examiner by telephone are unsuccessful, the examiner's 
supervisor, Andrew Fisher can be reached on (571) 272-6779. The fax phone 
number for the organization where this application or proceeding is assigned is 571- 
273-8300. 

Infomiation regarding the status of an application may be obtained from the 
Patent Application Information Retrieval (PAIR) system. Status information for 
published applications may be obtained from either Private PAIR or Public PAIR. 
Status information for unpublished applications is available through Private PAIR only. 
For more information about the PAIR system, see http://pair-direct.uspto.gov. Should 
you have questions on access to the Private PAIR system, contact the Electronic 
Business Center (EBC) at 866-217-9197 (toll-free). If you would like assistance from a 
USPTO Customer Service Representative or access to the automated information 
system, call 800-786-9199 (IN USA OR CANADA) or 571-272-1000. 




Frantzy Poinvil 
Primary Examiner 
Art Unit 3692 
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June 4, 2007 
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"UNIVERSAL CONTRACT EXCHANGE' 
Technical Field 

This invention concerns trading in financial instruments, such as by 
use of a computer based cash management trust electronically linked to a 

5 computer based clearing house, and an automated real time screen trading 
system operated by the investor using standard personal computers linked 
by a conununications network to a central clearing house computer. 

In particular, this invention concerns a contract exchange and 
pix)tocol, and in another aspect it concerns a financial instrument. 

10 Background Art 

Currently only a select few financial institutions have direct access 
to the world's major tiading markets. The vast majority of companies and 
individuals have to deal through brokers who execute all trading orders. 
Most investors are not given direct access to on market exchanges because of 

15 their potential lack of credit worthiness with its direct potential adverse 
effect on other investors or because of its potential disastrous effect on the 
solvency or credit raUng of the clearing house. Other creditwortliy investors 
are denied entry to on market exchanges and some over the counter markets 
by restrictive trade practices designed for the benefit of existing members. 

20 Many companies, banks, government treasuries, central banks, 

government authorities, institutions, professional fund managers and 
individuals worldwide would like direct entry to major world markets and 
would like to be able to have direct control of order execution from their 
office or home and also be able to Umit their potential losses. Existing major 

25 Uading markets and financial instiuments do not fulfil this need. 
Disclosure of the Invention 

The invention, as currently envisaged, provides in a first aspect a 
contiact exchange comprising: 

a central clearing house computer; 

30 a cash depositing facility, such as computer based cash management 

fund, electionically linked to tlie central clearing house computer; and 

an automated real time screen trading system operated by investors 
using personal computers linked by telephone Unes to tlie central clearing 
house computer. 

35 The contract exchange creates, trades and closes indivisible financial 

package contracts each of which have two parties, a buyer and a seller, who 
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are the beneficial owners of the proceeds of a binding obligation mquiring a 
cash settlement based on a settlement price of a specific quantity of a 
specified type of product at an agreed price, place and time. 
The price of the contracts is determined by a market. 
5 The contracts are geared and investors must make sufficient funds 

available to a trading account from a depositing facility account to cover the 
proportion of the value of a contract, as determined by the gearing ratio, 
before an investor is permitted to buy or sell. As the price moves in the 
market, the parties to contracts gain or lose the entire changed value of the 

10 contracts they hold. Either the buyer or tlie seller makes an incremental 
profit after each price movement and the counter party makes an 
inci*emental loss. The credit is immediately transferred from the trading 
account of the party making the loss to tlie party making tlie profit. 

The clearing house holds options on all the contracts and is able to 

15 exercise its option rights to dispose of some or all of a party's contracts in the 
market if that party's trading, or assigned funds became insufficient to cover 
the proportion of the value of the contracts held, as determined by the 
gearing ratio. Should the clearing house be unable to dispose of the 
contracts required in the market then when the contract price moves such 

20 that the party*s funds fall to zero, it is able to close all that party's contracts 
at that price, simultaneously closing all the contracts held by tlie counter 
parties. Closing takes place without delay and without tlie involvement of 
any other parties. 

When the dealing house is exercising its option rights and 

25 attempting to dispose of a party's contmcts in the market and a c:ounter party 
enters the opposite parameter of the market, then the clearing house may 
close all the party and counter party contracts that are in the market at the 
same time. 

If a party has sufficient funds to cover the proportion of tlie value of 
30 the contracts held, as determined by the gearing ratio, at the last sale price 
but not at the price of one of the market parameters, and a counter party 
enters the market at that parameter to close a position, the clearing house 
may close sufficient of the party's contracts with the counter party's 
contracts so that the party no longer has insufficient funds to cover the 
35 proportion of the value of the contracts held at the price of that market 
parameter. 
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In order to create a new indivisible financial package contract the 
clearing house must enter into a purchase contract with the buyer of Uie 
contract, and enter into a sale contract with the seller of that contract at the 
same price. 

5 The contract exchange may provide direct entry to the market, and 

the opportunity to trade 24 hours a day, to potential investors from every 
office and home in the world. Trading need never cease on the Contract 
Exchange even with an external world catastrophe. 

The investor must have cleared funds in a deposit facility (cash 

10 management trust) account electronically linked with the clearing house 
before he can commence trading. An investor need not be evaluated for 
credit worthiness by the clearing house or other investors as it is irrelevant 
to the system. The potential losses of investors are restricted lo a pre- 
determined maximum level; that is the amount assigned to trading. 

15 The Contract Exchange has less theoretical chance of defaulting, 

invoicing back contracts, repricing contracts, or avoiding contracts than the 
world's existing major stock exchanges, option exchanges, futures exchanges 

or other exchanges. 

An investor may reinvest uiu«alised surplus assigned funds (perhaps 

20 derived from unrealised profits) from his trading account into further 
contracts, or transfer unrealised surplus assigned funds via his cash 
management trust account back to himself. Reinvestment may be conducted 
automatically by the clearing house if desired. 

An investor may have part of or all of his position closed out by the 

25 exercise of the clearing house held option if he does not maintain the 

minimum required assigned funds for tlie position. If the clearing house 
exercises its option witli both the party and counter party without the 
counter party giving a trading order the counter party will never be limited 
by this exercise of the clearing house held option to less than a 100% gain on 

30 the minimum required assigned funds for his position fixmi a particular 
point of time. 

The number of head products covered by the contracts could 
eventually be greater than any otlier individual financial market as tlie 
number of potential users of the market is broader because of its open access 
35 policy and attributes mentioned above. Thus, small individual segments of 
any world market could be covered. 
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The contracts also provide a hedging tool to diversify risk with 
unique hedging advantages. 

In another aspect the invention provides a protocol for trading on a 
contract exchange, comprising the steps of: 
5 providing a central clearing house computer; 

providing a cash depositing facility such as computer based cash 
management fund electionically linked to the cential clearing house 
computer; 

providing an automated real time screen trading system operated by 
10 investors using personal computers linked by telephone lines to the central 
clearing house computer; 

creating, trading and closing indivisible financial package contracts 
each of which have two parties, a buyer and a seller, who are tlie beneficial 
owners of the proceeds of a binding obligation requiring a cash settlement 
15 based on a settlement price of a specific quantity of a specified type of 
product at an agreed price, place and time; 

determining the price of the contracts by operation of a market; 
gearing the contracts and monitoring the funds each investor has 
available to ensure each investor has sufficient funds available in a trading 
20 account to cover the proportion of the value of a contract, as determined by 
the gearing ratio, before an investor is permitted to buy or sell; 

exercising option rights to dispose of some or all of a party's 
contracts in the market if that party's funds become insufficient to cover the 
proportion of the value of the contiacts held, as determined by the gearing 
25 ratio; 

if unable to dispose of the contracts required in tlie market then, 
when the contiact price moves such that the party's funds fall to zero, 
closing all that party's contracts at that price, and simultaneously closing all 
the contracts held by the counter parties. Closing takes place without delay 

30 and without the involvement of any other parties. 

When exercising option rights and attempting to dispose of a party's 
contracts in the market and a counter party enters the opposite parameter of 
the market, closing all the party and counter party conti'acts that are in the 
market at the same time. 

35 If a party has sufficient funds to cover the proportion of the value of 

the contracts held, as determined by the gearing ratio, at the last sale price 
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but not at the price of one of the market parameters, and a counter party 
enters the market at that parameter to close a position, option rights will be 
exercised to close sufficient of the party's contracts with the counter party's 
contracts so that the party no longer has insufficient funds to cover the 
5 proportion of the value of tlie contracts held at the price of that market 
parameter. 

As the price moves in the market, requiring tlie parties to contracts 
to gain or lose the entire change in value of the contracts they hold so that 
either the buyer or the seller makes an incremental profit after each price 
10 movement and the counter party makes an incremental loss, and 

immediately transferring the credit from the trading account of the party 
making tlie loss to the party making the profit. 

In a further aspect the invention provides a unique indivisible 
financial package contract which is a binding obligation requiring a 
15 mandatory cash settlement based on a settlement price of a specific quantity 
of a specified type of product at an agreed price, place and time. Each 
contract has two parties, a buyer and a seller, who are the beneficial owners 
of the proceeds of the binding obligation. 

When holding contracts, the price moves as determined by market 

20 forces. 

The contracts are geared and investors must make sufficient funds 
available to a trading account from the depositing facility account to cover 
the proportion of the value of a contract, as determined by tlie gearing ratio, 
before an investor is permitted to buy or sell. As the price moves in the 

25 market, the parties to contracts gain or lose the entire change of value of the 
contiacts they hold. Eitlier the buyer or the seller makes an incremental 
profit after each price movement and the counter party makes an 
incremental loss. The credit is iiimiediately transferred from the trading 
account of the party making the loss to the party making the profit, 

30 The clearing house holds options on all the contracts and is able to 

exercise its option rights to dispose of some or all of a partes contracts in the 
market if that party's funds became insufficient to cover the proportion of 
tlie value of the contracts held, as determined by the gearing ratio. Should 
tlie clearing house be unable to dispose of the contracts required in the 

35 market then when the contract price moves such that the party's funds fall to 
zero, it is able to close all that party's contracts at that price, simultaneously 
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closing all the contracts held by the counter parties. Closing takes place 
without delay and without the involvement of any other parties. 

When the clearing house is exercising its option rights and 
attempting to dispose of a party's contracts in the market and a counter party 
5 enters the opposite parameter of the market, tlien the clearing house may 
close all the party and counter party contracts that are in the market at that 
time. 

If a party has sufficient funds to cover the proportion of the value of 
the contracts held, as determined by the gearing ratio, at the last sale price 

10 but not at the price of one of the market parameters, and a counter party 
enters the market at that parameter to close a position, the clearing house 
may close sufficient of tlie party's contracts with the counter party's 
contracts so that the party no longer has insufficient funds to cover the 
proportion of the value of the contracts held at the price of that market 

15 parameter. 

In order to create a new indivisible financial package contract the 
clearing house must enter into a purchase conb-act with the buyer of the 
contract, and enter into a sale contract with the seller of that contract at the 
same price. 

20 Best Mode of the Invention 
Trading Format 
General Trading Procedures 

A Contract Exchange cash management tiiist is electronically 
attached to the clearing house. Before an investor can trade he must have 

25 suitable software, hard ware and communications line and he must have 
completed an application form in relation to opening a cash management 
trust account and entered into an agreement-contract (Trading Agreement 
and Risk Disclosure Statement) with the Contract Exchange that binds the 
investor to the Contract Exchange Rules. The completed application form 

30 and agreement-contract must be lodged with an agent bank. At the same 
time the investor must deposit funds witli the agent bank and the funds 
Uiust be cleared prior to their transfer to his cash management trust account. 
For security reasons an investor can only trade in the same name as the 
name of his cash management trust account. Similarly cheques will only be 

35 paid from his cash management trust account to a drawee or funds 

transferred, in the same name as tlie cash management trust account name. 
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Investors will earn a commercial rate of interest on the funds in their cash 
management trust account and a commercial rate of interest on funds in 
their clearing house assigned funds account. All clearing house funds will 
be deposited in an account with the cash management trust 
5 Funds will be swept out of the investor's cash management trust 

account to his assigned funds account witli the clearing house when the 
investor gives his initial trading oixier. Further funds may also be swept out 
of the investor's cash management trust account at a later date at the 
investor's request. The investor has tlie right to designate or assign the level 

10 of funds he wishes to put at risk in trading. It may only be a small portion of 
his cash management trust account balance. Only funds available in the 
investor's cash management account can be assigned to trading, to form part 
of an investor*s total assigned funds. The clearing house has no recourse to 
the investor for anything other than the funds in tlie investor's assigned 

15 funds accounts. The clearing house will automatically only accept a trading 
oi-der from an investor if he has the required funds necessary to be assigned 
to trading available in his cash management trust account or in his accounts 
with tlie clearing house if he has surplus assigned funds in those accounts. 
The clearing house will terminate an accepted trading order if at any time 

20 prior to the trading oixler being executed the investor has insufficient 
assigned funds to cover the given trading order. The minimum required 
assigned funds to cover the position to be opened will be needed if no 
surphis funds are also assigned. If surplus funds are assigned to the position 
the clearing house will terminate an accepted trading order if those surplus 

25 assigned funds cease to be available. 

Funds will automatically be swept from the investor's clearing house 
assigned funds account to (and remain deposited in) the investor's cash 
management trust account at the time a contract class position is closed out 
or on the termination date of tlie contract unless the investor has given a 

30 contrary mandate or instruction to the clearing house. 

A gearing system applies with the contract. In the books of accounts 
of the Contract Exchange clearing house all investors' assigned funds 
accounts are debited and credited automatically with every price movement 
of their contracts during the day, every day. The contract clearing house 

35 automatically monitors all positions with eveiy price fluctuation. This is a 
simple task as the clearing hovise can calculate positions prior to price 
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movements if necessaiy and can collate similar positions together. The 
clearing house acts in an automated way as set down in the Contract 
Exchange Rules. The clearing house may act as an authorised agent without 
discretion for investors in market activities. To assist in facilitating these 
5 activities a minimum bid (tick) market is always provided. If the market 
moves against an investor giving the investor insufficient assigned funds to 
cover his contracts to conform with the acceptable gearing ratio, the clearing 
house automatically attempts to exercise its option and acts as agent on the 
investor's contracts and places a trading order at the last traded price ie. at 

10 the market offer (ask) price if selling and at the market bid price if buying 
and attempts to novate contract holders or close out sufficient contracts so 
that the investor's assigned funds are sufficient for the reduced number of 
contiacts that the Rules allow him to hold given the investor's level of 
assigned funds after accounting for realised and unrealised losses and gains. 

15 Similarly the clearing house may be acting as agent and be automatically 
increasing the number of contracts of other investors if those investors have 
selected the tmding method that directs the clearing house to automatically 
reinvest specified unrealised surplus assigned funds into further contracts to 
increase those investors' exposure. 

20 Each contract type will have a set minimum bid (tick) suitable and 

realistic to that contract type. This will be partly determined by the recent 
trading history and depth of existing markets. 

Ti-ading orders are collated and quantities are shown on the screen at 
each quoted buy and sell price near the market excluding bids higher than 

25 the market offer price and offers lower than the market bid price. Trading 
orders are queued according to price and time with the clearing house taking 
its position as agent in the queue as appropriate. However clearing house 
crossings such as an Exempt Market Crossing or an Exempt Closing Crossing 
that close out both a contract and a contra position contract are exempt from 

30 market participation and queuing, as is a clearing house crossing such as an 
Exempt Opening Crossing that opens both a contract and a conti'a position 
contract. No other crossings are exempt from market participation. In most 
situations at each price the clearing house will probably be in the queue to 
buy or sell contracts. However, at times the clearing house may have no 

35 trading orders to execute. 
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The clearing house does not necessarily have an active market 
function as an agent at every price change. However, if the minimum bid 
market does not include a bid or offer price that gives the clearing house a 
neutial position as an agent (a position whereby it needs to do nothing other 
5 than execute Exempt Market Crossings) then the clearing house 

automatically gives a trading order and joins the queue in the same way as 
other investors if any contract is not backed or supported by the minimum 
required assigned funds or if an investor has selected a trading method that 
directs the clearing house to act as agent to increase the investor's number of 

10 contracts. The clearing house as an agent gives trading orders at the market 
offer price if selling and the market bid price if buying except with Exempt 
Opening Crossings. This may mean in a rapidly moving market that the 
clearing house, in it*s agent activities, is unable to novate contract holders or 
close out contracts in the market. The clearing house in it's agent activities 

15 will give priority in its trading orders to contracts that have a deficiency of 
assigned funds. The clearing house computer will proportionally then 
randomly allocate sales witliin each categoiy of trading order from its agent 
activities if it cannot fulfil all orders at a preferred price. 

If the clearing house as an agent is attempting to dispose of contracts 

20 in the market or if an investor has a deficiency in his minimum required 
assigned funds at one of the market parameters in a contract class (contiact 
type, month and trading position) and any of the contra position contracts 
appear on market on one of the market parameters where an investor has a 
deficiency then the clearing house closes out sufficient of those contracts in 

25 an Exempt Market Crossing so that the investor has no deficiency in his 
minimum required assigned funds at the price of the Exempt Market 
Crossing. The investor thus then has the minimum required assigned funds 
for tlie number of contracts he holds at the price of tlie Exempt Market 
Crossing. 

30 The clearing house would execute the Exempt Market Crossing at tlie 

market price offered or market price bid by the contra position contract 
holder. When selecting the specific contracts out of a contract holder's batch 
of contracts for disposal, tlie clearing house will in each circumstance 
randomly select either a LIFO or FIFO method of stock control unless contra 

35 position contracts to others in the batch appear on market. In this 
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circumstance, the clearing house will dispose of the contracts that can be 
applied in an Exempt Market Crossing. 

If an investor directly closes out all or part of his position in the 
market the clearing house automatically adjusts, if need be, the number of 
5 contracts that it is attempting to dispose of in the market on that investor's 
behalf. Similarly, if the investor has given and had accepted a direct trading 
order to close out a position that trading order is automatically adjusted (if 
necessary) in regards to quantity after acceptance, if in the inteivening time 
the clearing house disposes of contracts on behalf of that investor prior to 

10 the investor's direct trading oixler being executed. 

The more the market moves against an investor with an insufficient 
assigned funds position for a contract class the more of the investor's 
contracts tlie clearing house must attempt to dispose of in the market. In a 
normal market the clearing house will be able to novate contract holders or 

15 close out contracts in the market, or both, so tliat an investor has sufficient 
assigned funds to cover the remaining number of contracts held. However, 
traumatic or surprise events do at times cause a market to gap or rapidly 
move in one direction. For example, assume the contracts are geared 25:1 
and the market suddenly gaps 10% on negligible turnover and the clearing 

20 house cannot novate the contract holder nor close out the contracts it wishes 
to in the market nor does the opportunity arise for it to peiforni any Exempt 
Market Crossings. An investor on the wrong side of the market may have 
insufficient assigned funds to cover the gapping movement. At 25:1 gearing 
the investor may have only provided 4% (1/25 x 100%) of the contract value. 

25 The clearing house automatically follows the Contract Exchange Rules and 
closes out the investor's contract in an Exempt Closing Crossing at a price 
equal to the price that his assigned funds in that contract class are first 
exhausted (zero) once that price is between the market parameters or at the 
market offer parameter if the investor has a long position or at the market bid 

30 parameter if the investor has a short position. That investor has no furtlier 
liability. 

With every transaction that a contract is opened rather tlian novation 
occurring, the clearing house simultaneously enters into a long contract and 
a short contract. If an investor's contract is closed out (as the clearing house 
35 has been consistently unsuccessful in its market activities, perhaps due to a 
gapping market) in a clearing house executed Exempt Closing Cixissing with 
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other investors being excluded from participation, the investor with the 
contra position contract also has his contract simultaneously and 
automatically closed out by the exercise of the clearing house held option (as 
stated in the Contract Exchange Rules) even without his presence in the 
5 market. The investor on the right side of the market has made a 100% gain 
on his minimum required assigned funds invested in the contract from the 
later of the time that the contract position was established or the last point 
of time that the contra position contract to his contract was backed or 
supported by the minimum i-equired assigned funds prior to tlie Exempt 

10 Closing Crossing. 

The contract can only be transferred through the Contract Exchange. 
All settlements on the Exchange are in cash with no physical delivery. 
Mandatoiy cash settlement of a contract occurs automatically at the 
termination time on the termination day of the contract at the cash 

15 settlement price, as all contracts with the same termination time (and date) 
that are open at that time are then closed out at that time. 
The Trading Order 

An investor must use Identification and Passwords to log on to the 
trading system in a similar way to other screen trading systems. To gain 

20 entry to the market, execute a trading order or have a trading order appear on 
the screen an investor must give a trading order making up to nine 
statements: 

(1) the contract type 

(2) the contract month 

25 (3) the trading position: buyer or seller 

(4) the direction to open or expand a position, to close or reduce a 

position, to terminate a prior trading order, to adjust a prior trading 
order. Only the investor's last prior trading order can be terminated 
or adjusted in a contract class. 

30 (5) the quantity of contracts 

(6) the price of the contracts eitlier "now" - at the earliest opportunity, or 
a price limit per conb*act. The price limit sub-statement and the 
"now" sub-statement can both be made separately or the sub- 
statements can be made concun*ently with "now*' activated first if 

35 not, or until blocked by tlie price limit. 
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(7) the preferred trading method either accept accumulation of surplus 
assigned funds, or build up contract numbers 

(8) the mandate for the clearing house as agent at the termination date 
of the contract to reinvest in the next contract month on a similar 

5 basis to the degree that assigned funds allow, or tlie standard cash 

settlement at the termination date. 

(9) tlie nature of the limit on the transfer of funds to be assigned to 
trading for tJie contract class. For instance: 

excluded contiact class assigned funds accounts or cash 
10 management trast accounts; 

assigned funds limit; 

assigned funds limit equivalent to all the investor's funds in his cash 
management trust account and any surpluses in other contract 
assigned funds accounts; or 
15 solely included contract class assigned funds accounts or cash 

management account. 

In i-elation to the transfer of funds the second or the third sub- 
statements above must be provided if the statement is to be made. The 
sequence and priorities of sub-statements may be relevant, 

20 The nine statements must be made when initially opening a position 

in a contract class although only the first six statements may need to be 
made when adding to a position. The first six statements only must be made 
when closing a position. The first four statements only must be made when 
terminating a trading order. At least the first four statements plus otliei^s) 

25 must be made when adjusting a tiading order. 
Directions to Qpen/Close/Terminate/Adiust 

If an investor has both long and short positions open in a contract 
type he must provide the normal minimum required assigned funds for each 
long position and each short position. Therefore it is important to state that 

30 a position is being closed out if that is tlie intention. If an investor wishes to 
terminate or cancel a trading oixler he can do so at any time prior to its 
execution. Trading orders remain active until terminated. Similarly an 
investor can adjust or amend a trading order (but not alter information in the 
first three statements) although the timing of his trading order may be 

35 changed for queuing purposes. If any information in the first three 
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statements needs altering, the trading oi-der should be terminated and a 

replacement trading oider given. 

Price 

An investor who gives a trading order with a "now" and a bid price 
5 above the market offer price or a "now" with an offer price below the market 
bid price can only move the market (if the trading order is not executed) by 
market ticks to his price limit although the timing of his offer or bid is 
recorded at his price limit for queuing purposes. The Market Maker 
contributes to the successful operation of the system as he always provides a 

10 minimum bid market and thus helps prevent crazy price errors suddenly 
appearing on the screen and also helps prevent buy-sell trading order 
reversal errors outside the market parameters. Bids higher than the market 
offer price (ie. a bid not including a "now") and offers lower than the market 
bid price (ie, an offer not including a "now") would be confirmed back to the 

15 investor prior to being accepted. This is to encourage investors only to use a 
price limit sub-statement by itself when the investor's bid price is not greater 
than the market offer price or the investor's offer price is not less than the 
market bid price. An accepted trading order with a bid higher than the 
market offer price or an accepted tmding order with an offer lower than the 

20 market bid price will be executed in the same way as a trading order with a 
"now" and a price limit, 

A further safety limit will be placed on all trading orders. A trading 
order will be terminated by the clearing house unless adjusted by the 
investor (for confirmation puiposes) if and when the ti^ding order (and 

25 perhaps other trading orders) moves the market more than the equivalent of 
the gearing ratio (ie. if the gearing ratio is 10:1, 10% of the market price). 
This rule will place a limit on investor trading order errors that may be 
particularly relevant in a tliinly traded contract type if no arbitrager is 
present in or attracted to the market. 

30 Trading Methods 

An investor can only use one trading method at a time in each 
contract class and a trading method cannot be altered while a position is 
open. All investors are offered two alternative trading methods with the 
clearing house acting in the market as agent on behalf of the investor when 

35 required to do so. In broad terms eitlier the investor accumulates any gained 
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assigned funds or tiie investor invests any gained assigned funds into furtiier 
contracts. 

If accumulating funds, the minimum required assigned funds are 
automatically topped up when needed from surplus assigned funds when 
5 they are available. If no surplus assigned funds are available the clearing 
house is to dispose of the contracts if necessary so that the adjusted number 
of contracts are covered by the minimum required assigned funds. 

If investing, the minimum required assigned funds are automatically 
topped up when needed from surplus assigned funds when they are 
10 available. If no surplus assigned funds are available tlie clearing house is to 
dispose of the contiacts if necessary so that the adjusted numbej^ of contracts 
are covered by the minimum required assigned funds. The clearing house is 
to reinvest all surplus assigned funds over the initial level of the surplus 
assigned funds account into contracts of the same contract class If surplus 
15 assigned funds are applied to, or used to top up the minimum required 
assigned funds they are accumulated again (subject to favourable price 
movements) to their previous maximum level (plus fractions). 
Mandate to Reinvest the Cash Settlement 

This facility allows an investor to make a long term investment if he 
20 wishes simply by giving an initial trading order with appropriate assigned 
funds. A position can automatically be rolled-on (rolled over) at the 
termination date of each contract. This involves the investor giving the 
clearing house a mandate to act as agent to reinvest the investor\s mandatory 
cash settlement funds into contracts in the next later-dated contiBCt month 
25 on a similar basis to the extent tliat the investors mandatory cash settlement 
funds allow. The mandate given by an investor must be consistent within a 
contract class while a position is open. If the investor is using a trading 
method that accumulates surplus assigned funds the clearing house will 
attempt to re-establish a position with the same number of contracts 
30 previously held by the investor. If the investor is using a trading method 
that increases the number of contracts when the appropriate assigned funds 
are available then the clearing house will attempt to re-establish a position 
with as many conbacts as possible with the available funds. When given 
such a mandate by an investor the clearing house will cross in Exempt 
35 Opening Crossings as many contracts as possible at the later-dated contract 
last market price at the termination time of the terminated contract. The 
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balance of the contracts will immediately be bought or sold in the market by 
a clearing house "now" trading order at the lowest offer market price(s) if 
buying and the highest bid market price(s) if selling. The number of 
contracts the clearing house intends to buy or sell in this fashion will be 
5 shown on the screen one hour prior to the termination time to encourage as 
many arbitragers and tiaders into tlie market as possible so that the clearing 
house can obtain the best possible price for the investors for whom it is 
acting. The clearing house computer will proportionally then randomly 
allocate the investors' contracts that had been successfully traded in the 

10 Exempt Opening Crossing and proportionally then randomly allocate the 
remaining contracts traded in the market outside the Exempt Opening 
Crossing. A clearing fee will be applicable on all contracts bought and sold. 
Internal Transfer of Funds 

An investor may have a number of positions open at one time. The 

15 internal funds transfer system is stiuctured to provide the investor with a 
great deal of flexibility. Upon receiving a trading order the minimum 
required assigned funds (plus surplus assigned funds if so directed by the 
investor) are automatically transferred, if requii*ed, to the investor's 
appropriate contract class assigned funds account with the clearing house. 

20 All assigned funds accounts ai*e part of the books of accounts of the clearing 
house. If the investor already has sufficient surplus assigned funds in the 
appropriate contract class assigned funds account no funds are necessarily 
required from his cash management trust account or from other assigned 
funds accounts (with surpluses). Only an investor's surplus assigned funds 

25 (including unrealised assigned funds but excluding the minimum required 
assigned funds for an incompleted order) can be swept to his cash 
management trust account at any time. The investor as a statement in his 
trading order can include a global limit on the sweep authorised from his 
cash management trust account or any of his other contract class assigned 

30 funds accounts to his specified contract class assigned funds account. In 
such circmnstances priority will be given to sweeping funds from the 
investor's cash management trust account prior to his other assigned funds 
accounts unless the investor has given a contrary instruction in his trading 
order. If in tlie trading order or in subsequent directions the investor 

35 specifies the contract class assigned funds accounts available for sweeping 
then those accounts will be swept when and if required in the order of 
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priority stated in the trading order or in subsequent direcUons assuming 
surplus assigned funds are available in tliose accounts. An investor can 
specifically exclude contract class accounts or die cash management trust 
account from sweeping. If au investor does not restrict the funds to be 
5 assigned to a contract class assigned funds account then his whole cash 
management tiust account balance is transferred to that assigned funds 
account and surpluses from other assigned funds accounts are automatically 
swept to that assigned funds account if required. The investor can at any 
time add to the assigned funds of a specified contract class assigned funds 

10 account. This can involve either a sweep from the investor's cash 

management trust account or a sweep when required from one or more of 
the investor's other contract class assigned funds accounts to the specified 
contract class assigned funds account. 

For overall consistency and to facilitate simpler funds calculations 

15 for investors, all contracts will be quoted on a price basis including contracts 
that have an underlying product of a debt security or a debt security option. 
Market Maker 

The clearing house will appoint a Market Maker for each contract 
type. The Market Maker will be offered fee-free trading on market making 

20 activities and a discount on other contracts traded in that contract type, or 
paid a fee for his seivices. The clearing house may also provide the Market 
Maker witli categorised market information on the selected trading methods 
and levels of assigned funds for the relevant contract class. The Market 
Maker's role will be to automatically make a market for one or two contracts 

25 (ie. a programmed computer Market Maker with an underlying clearing 

house approved minimmn contract market making program) so that there is 
never more than a minimum bid between tlie quoted buy and sell prices 
with the market always being a minimum bid market at the last sale price. 
Prices will tlius only change at a minimum bid at a time. In pracllce there 

30 will be a minimum of say one or two seconds between each change of the 
market parameters but there need not be a time period between sales at the 
same market parameters. The last buyer of a contract has the right to 
become the first seller in the queue (ie. jump the queue) of a contract at a 
tick lower price. Similariy the last seller of a contract has the right to 

35 become the first buyer in the queue of a contract at a tick higher price. This 
will help facilitate a minimum bid market and reduce tlie costs of the Market 
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Maker in a gapping market. The Market Maker will always top up his 
minimum required assigned funds if needed in liis one contract market 
making activities. In a gapping market the Market Maker may be trading 
with himself. If for extreme example a market gaps 10% and the Market 
5 Maker is trading with himself in the most conservative way possible then the 
most the Market Maker can loose is 10% of the value of one contract. Most 
contract types will have a moderate value (eg. a gold contract will be one 
ounce). This will also reduce the costs of the Market Maker and the need for 
his services. 

10 Odd Lot Facilitator 

An odd lot facility will be provided to increase the average size of 
each trade for large investors, execute many small trading orders instantly, 
reduce the electronic equivalent of paper work and encourage all investors 
regardless of size. Each contract type will have a designated marketable 

15 parcel. For example a marketable parcel in gold may be 100 contracts (100 
ounces). A marketable parcel may be 10,000 contracts if the underlying 
product is a low priced product such as a low priced equity or a low priced 
option. An investor can open and close and buy and sell contracts in odd lot 
numbers in quantities as small as one contract although the minimum 

20 clearing fee charged is the fee for a marketable parcel. 

However, to directly execute a trading order smaller than a 
marketable parcel an investor can only deal at the market offer price if he is 
buying and the market bid price if he is selling. A trading order smaller than 
a marketable parcel with contrary price instruction will be rejected but an 

25 investor with an odd lot is not forced to deal at a price that is not one of the 
market parameters at the time the ti^ding order was received. Odd lots 
smaller than a marketable parcel other than odd lots being dealt with by the 
clearing house in it*s agent market activities must be bought from and/or sold 
to the Odd Lot Facilitator or the Market Maker. The Odd Lot Facilitator who 

30 is not subject to queuing rules or standard clearing fees with odd lots must 
bid for odd lots at the market bid price for one less contract than a 
marketable parcel if a marketable parcel is being bid for in the market and 
umst offer for odd lots at the market offer price for one less contract than a 
marketable parcel if a marketable parcel is being offered in the market (ie. 

35 the Odd Lot Facilitator will not be disadvantaged in a gapping market). The 
Odd Lot Facilitator must use a clearing house approved minimum odd lot 
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computerised dealing program. The Odd Lot Facilitator position is not 
necessary for the success of the system but it contributes a little. Also, if it 
is in place it may be useful if the market system ever appeared to be over 
loading. 

5 Terms of a Long and Short Contract 

The contract is a synthetic financial instrument originated by the 
clearing house of the Conbact Exchange. 

When the contiacts are baded, contract holders may be novated. 
The process of novation of a contract holder involves one party to a contract 

10 being substituted for another party and taking over the former party's 

contractual responsibilities. However, if a new contract is written, opened 
or established the position is as follows: The buyer of a contract enters into 
a separate conb-acl with the clearing house. The seller of a contract entere 
into another separate contract with the clearing house. The clearing house 

15 does not enter into a contract with a buyer of a contract if the clearing house 
is unable to contract with a seller at tlie same price. Similarly the clearing 
house does not enter into a contract with a seller of a contract if the clearing 
house is unable to contract with a buyer at the same price. The clearing 
house is thus always perfectly hedged in all its "principal" positions and 

20 always remains that way. For Exchange accounting purposes, the clearing 
house is not in a principal position. A contract holder acknowledges in his 
initial agreement-contract (the Trading Agreement and Risk Disclosure 
Statement that binds a potential contract holder to the Contract Elxchange 
Rules) that all contract holders or future contract holders can be novated or 

25 closed out in a contract by the clearing house at any time within the Rules 
and at the absolute (automated) discretion of the clearing house. A contract 
holder also acknowledges in the Trading Agreement and Risk Disclosure 
Statement that the clearing house enters into conba posiUon contracts in 
relation to all contacts and that if the assigned funds covering a contra 

30 position contract becomes zero at any price between the market parameters 
or on the appropriate market parameter, then the then current contract 
holder's contract can be terminated by the contract being closed out in an 
Exempt Closing CiX)ssing even if that conbact was obtained after a series of 
novations. 

35 A contract holder can close out a conbact posiUon in the market at 

any time assuming buyers and sellers can agree on price. 
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A party to a contract is the beneficial owner of the proceeds of a 
unique indivisible financial package contract. The contiBct is a binding 
obligation enforceable at law requiring a mandatory cash settlement based 
on a settlement price of a specific quantity of a specified type of product at a 
5 agreed price, place and time. The clearing house holds an option on the 
contract. The option is exercisable at any time under certain conditions. 
The option is granted to and held by the clearing house in all cases and 
circumstances as irrevocable agent for the contract holder. In relation to a 
contract that the clearing house has novated the contract holder by 

10 exercising its option, the option is i*e-granted to the clearing house upon 
novation of tlie contract The clearing house ceases to hold an option on a 
contract once the contract is closed out. All proceeds derived from agent 
activities of the clearing house accrue to the relevant beneficial owner. The 
conditions or terms of the contract form part of the Contract Exchange Rules. 

15 Market Price and Gearing Ratio Assumptions 

(1) S = the last market price that the seller's contract was backed by the 
miuimum required assigned funds. 

(2) B = the last market price that the buyer's contract was backed by tlie 
minimum required assigned funds. 

20 (3) the contract type is geai*ed for example at 25:1. That is, 4% of the 
contract value at the market price is required as funds in the investors' 
appropriate contract class assigned funds account as the minimum required 
assigned funds. 

(4) the buyer's contract and the seller's contract are the contra position 
25 contracts to each other. 

(5) historical data is constantly updated. 
Long ContiBct 

The buyer and holder of a contract has a contract requiring 
mandatory cash settlement based on the settlement price of a specific 

30 quantity of specified type of purchased product at an agreed price » place and 
time. The clearing house holds a call option on the contract. The call option 
is exercisable at any time under certain conditions. The call option is 
granted to and held by the clearing house as irrevocable agent for the 
contract holder. The conditions or terms of the (one) call option held by the 

35 clearing house as irrevocable agent are described below in parts (i) and (ii). 
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A "progress" call option on the contract with a strike price of 
S + S/25. 

If the contra position contract holder's (seller's) assigned funds 
in the contract falls to zero at a price between the market parameters 
or at the market bid parameter, then the clearing house performs an 
Exempt Closing Crossing at that price. A contract holder (the buyer) 
with assigned funds (including unrealised assigned funds) equal to 
or greater than tlie minimum required assigned funds cannot prevent 
the clearing house exercising its "progress" call option. However, if 
the contra position contract assigned funds account always has some 
assigned funds, then the clearing house will never need to exercise 
its "progress" call option in relation to the buyer's contract. 

In practice the clearing house would only exercise its "progress" 
call option on the contract by executing an Exempt Closing Crossing 
if the clearing house is generally unsuccessful in its market activities 
(perhaps due to a gapping market) in relation to the contra position 
contract ie. a seller must sell at the bid price the number of conUacts 
bid by the clearing house for the clearing house to be successful in 
all its agent buying market activities indirectly relevant to the 
buyer's contract. 

A "protection" call option on the contract with a strike price 
between <B and down to and including B - B/25. 

In practice the clearing house would always attempt to exercise 
its "protection" call option by attempting to novate the contract 
holder or close out the contract by selling in the market at the first 
opportunity below B, at either the first market offer parameter 
opportunity below B taking into account the queuing rules by 
offering the market offer parameter price or in an Exempt Market 
Crossing with the contra position contract at a market bid price or a 
market offer price if such an opportunity arises. If there is no market 
opportunity in relation to the contract between <B and down to and 
including B - B/25 (and a buyer must purchase at the offer price the 
number of contracts offered by the clearing house for the clearing 
house to be successful in all its agent selling market activities 
relevant to the contract other than with an Exempt Market Crossing) 
the clearing house would exercise its "protection" call option at B - 
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B/25 by closiug out the contract in an Exempt Closing Crossing witli 
other investors being excluded from participation. The clearing 
house only closes out the contiact in an Exempt Closing Crossing if 
the contract holder's whole assigned funds position in the contract 
5 class is zero between the market parameters or at the market offer 

parameter. If a contract holder has a parcel of contracts the clearing 
house only sells sufficient contracts to bring the position to within 
the acceptable gearing ratio at that sale price. A contract holder who 
has assigned funds (including unrealised assigned funds) equal to or 
10 greater than the minimum required assigned fmids at the market bid 

price prevents the exercise of the "protection" call option and does so 
as long as his assigned funds remain equal to or greater than the 
minimum required assigned funds. 
Short Contract 

15 The seller and holder of a conti-act has a contract requiring 

mandatory cash settlement based on the settlement price of a specific 
quantity of specified type of sold product at an agreed price, place and time. 
The clearing house holds a put option on the contract. The put option is 
exercisable at any time under certain conditions. The put option is granted 

20 to and held by the clearing house as irrevocable agent for the contract 

holder. The conditions or terms of the (one) put option held by the clearing 
house as irrevocable agent are described below in parts (i) and (ii). 
(i) A "progress" put option on tlie contract at a strike price of 

B-B/25. 

25 In practice the clearing house would only exercise its "pixigress" 

put option on the contract by executing an Exempt Closing Crossing 
if the clearing house is generally unsuccessful in its market activities 
(perhaps due to a gapping market) in relation to the contra position 
contract ie. a buyer must buy at the offer price the number of 

30 contracts offered by the clearing house for the clearing house to be 

successful in all its agent selling market activities indirectly relevant 
to the contract. If the contra position contract holder^s assigned 
funds in the contract falls to zero at a price between the market 
parameters or at the market offer parameter, tlien the clearing house 

35 performs an Exempt Closing Crossing at that price. A contract 

holder with assigned funds (including unrealised assigned funds) 
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equal to or greater than the ininimuni required assigned funds 
cannot prevent the clearing house exercising its "progress" put 
option. However, if the contra position contract assigned funds 
account always has some assigned funds then the clearing house will 
never need to exercise its "progress" put option. 

A "protectiou" put option on the contract at a strike price 
between >S and up to and including S + S/25. 

In practice the clearing house would always attempt to exercise 
its "protection" put opUon by attempting to novate the contract 
holder or close out the contract by buying in the market at the first 
opportunity above S, at either the first market bid parameter 
opportunity above S taking into account the queuing rulcss by 
bidding the market bid parameter price or in an Exempt Market 
Crossing with the contra position contract at a market offer price or a 
market bid price if such an opportunity arises. If there is no market 
opportunity in relation to the contract between >S and up to and 
including S + S/25 (and a seller must sell at the bid price the 
number of contracts bid by the clearing house for the clearing house 
to be successful in all its agent buying market activities other than 
with an Exempt Market Crossing), the clearing house would exercise 
its "protection" put option at S + S/25 by closing out the contract in 
an Exempt Closing Crossing with other investors being excluded 
from participation, The clearing house only closes out the contract 
in an Exempt Closing Crossing if the contract holder's whole 
assigned funds position in the contract class is zero between the 
market parameters or at the market bid parameter. If a contract 
holder has a parcel of contracts the clearing house only buys 
sufficient contracts to bring the position to within the acceptable 
gearing ratio at that purchase price. A contract holder who has 
assigned funds (including unrealised assigned funds) equal to or 
greater than the minimum required assigned funds at the market 
offer price prevents the exercise of Uie "protection" put option and 
does so as long as his assigned funds remain equal to or greater than 
the minimum required assigned funds. 
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The Clearing House "progress" Option 

It is current practice for many fund managers and investors to write 
options on specific securities or on portfolios. These options are sometimes 
exercised and sometimes not exercised. The contract clearing house only 
5 exercises its "progress" options when it has been unable to dispose of the 
contracts that is regards as the contra position contracts in the market, due 
to insufficient market demand for those contra position contracts and as a 
consequence the contra position contract holder's assigned funds had fallen 
to zero. 

10 The clearing house at its absolute (automated) discretion may within 

the Rules novate a contract holder at any time or switch or novate a contract 
at any time. The holders of a contract may have been novated hundreds of 
times in relation to that contract. Similarly the holders of a contra position 
contract may have been novated hundreds of times in relation to that contra 

15 position contract. 

Similarly in relation to a contract the contra position contract may 
have been also novated or switched (ie. the contra position contract, not its 
holder) many times as the clearing house may close out a long conti*act at 
the same time it closes out an unrelated short contract and thus matches the 

20 two remaining open contracts. Of those two remaining contracts, each one 
becomes the contra position contract to the otlier. If the clearing house is 
not able to dispose of any contra position contracts in the market or is only 
able to dispose of a portion of the contra position contracts it wishes to in 
the market including Exempt Market Cx*ossings, it must close out the balance 

25 that had not been successfully disposed of in the market in an Exempt 
Closing Crossing (with other investors excluded from participation) when 
the assigned funds position on those contra position contracts becomes zero. 
If at any particular price the clearing house can only fulfil part of its 
attempted novation or closing out of contracts by acting in the market on a 

30 number of different investors' contracts, then the clearing house computer 
would proportionally then randomly select those contracts of the relevant 
contiact holders that had been successfully traded in the market and those 
that had been closed out in Exempt Closing Crossings. 
Underlvinp Products Traded 

35 The contracts could be traded on all homogeneous products that 

have an existing market such as commodities, currencies, any financial 



wo 97/30407 



PCT/AU97/00087 



instruments that can be priced in an accepted way (including bonds, bills 
etc.), any financial index, a range of equities and options traded by any 
option clearing house. The range of contract types could be expanded to 
cover a wider selection of products as the level of demand is determined in 
5 each area. The contracts could also be traded on any derivative even 
without an existing market 
Gearing Ratio nf Each Contract Type 

The gearing (leverage) ratio with a contract is the ratio between the 
value of tlie underlying product and the minimum required assigned funds. 
10 Each contract type will have its own set gearing ratio that applies to all 

buyers and sellers (but not the clearing house as it is perfectly hedged in its 
"principal" positions). The gearing ratio will be partly dependant on the 
volatility of the price of the underlying product and partly dependant (at 
least initially) on tlie depth of turnover of the underlying product. For 
15 example, a gearing ratio of a contract type might be similar but a little 

greater than that applying to clearing members of futures exchanges for a 
comparable futures contract type, 2:1 or 3:2 if the underlying product is an 
at-the-money option and 2:1 to 20:1 if the underlying product is a company 
share. The trading history of each underlying product and associated 
20 products will be closely examined before determining the appropriate 

gearing ratio for each contract type. Gearing ratios will be set at a level so 
that the clearing house will rarely (say very approximately once or twice a 
year) have to perform any Exempt Closing Crossings in the contract type. 
For example, examination of gold trading and gold futures trading in world 
25 markets may result in a gearing ratio of say 25:1. If the underlying product 
of the contract type is an option more frequent Exempt Closing Crossings 
will be acceptable. Gearing ratios must be established by the time contract 
trading commences in a contract month and cannot be altered prior to the 
termination of trading in that contract month. 
30 CuiTencv Applicable for Trading 

All trading will be done in the cun-ency that the head product is 
usually traded, eg. US dollars for US Treasuiy Bonds, Bills and Notes, 
Eurodollars, most commodities, all currencies, and US equities, Yen for 
Japanese government bonds, Euroyeu and Japanese equities, Australian 
35 dollar for Australian bank bills, Australian treasury bonds and Austratian 
equities, Mark for German government bonds and German equities. French 
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francs for Notional bond and French equities, UK pound for Gilts. UK 
equities etc., etc. The cash management ti'ust will have separate accounts for 
each currency. 

So an investor with a US dollar cash management account who gave 
5 a buy or sell trading order in Japanese government bond contracts would 
automatically, if need be, have his clearing house Japanese government bond 
(Yen) contract assigned funds account topped up (with the required level of 
Yen assigned funds for the position given his trading order) from his US 
dollar cash management trust account or from his other contract class 

10 assigned funds accounts if so specified in his trading order. 
Nature of the Cash Management Trust 

A Manager (ie. a management company) would control the cash 
management trust linked to the Contract Exchange. The Manager's role 
would include the investment of funds into liquid short dated government 

15 and prime bank debt securities. The Manager would receive a fee for acting 
as Manager. An independent trustee company would act as Trustee and be 
i^sponsible for safeguarding the interests of cash management trust investors 
(unit holders) and ensuring the provisions of the trust deed are followed. 
The head office of the Manager would be the same as the head office of the 

20 Contract Exchange. 

When an investor (unit holder) opens his account the Manager 
would automatically (in theory) open up accounts in each cun-ency that 
contract types are traded plus the currency that the investor made his initial 
deposit. The Manager thus operates a number of trusts denominated in 

25 different currencies. The clearing house will keep all its funds held on 

behalf of investors with the cash management trust. The clearing house in 
its books of accounts has an assigned funds account for the investor in each 
contract class in the currency that the contract type is traded. Accounts will 
have nil balances in them unless the investor's own instructions cause 

30 transfers. 

Interest will accrue on deuly balances in the investor's cash 
management trust accounts and be credited monthly. Interest will accrue on 
daily balances in the investor's assigned funds accounts with the clearing 
house and be credited monthly to the investor's cash management trust 

35 accounts. This includes interest on gained unrealised assigned funds but 
not on lost unrealised assigned funds. 
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The investor's maximum potenUal loss of assigned funds from 
trading contracts is equal to the amount in his assigned funds accounts 
(including uuiealised assigned funds). Any funds in any currency above the 
minimum required assigned funds needed to cover a contract class in any of 
the investor s assigned funds accounts are automaUcally converted if 
available, when and if required into the currency of the investor's contract 
class tliat has a deficiency in the minimum required assigned funds. 

Conversions of currency will be automatic and at the most 
competitive rate available to the Manager. The bank (foreign exchange 
dealer) that offered the narrowest market for each currency will receive the 
role of Currency Converter and will receive all the business. The Currency 
Converter will have a clearing house approved currency conversion program. 
The Currency Convertei-'s quotes could be varied by the Currency Converter 
at any time as long as Uie narrowness of the market provided is maintained. 
The Currency Converter's market will always be automaUcally available to 
enable instant sweeping or transfer of funds between accounts denominated 
in different currencies. Funds are transferred from an investor's clearing 
house assigned funds account to his cash management trust account in the 
currency of the account that tiie funds are coming from. Investors could 
20 make withdrawals from the trust in any currency and cheques or the transfer 
of funds will only be authorised in the same name as the account. Investors 
that do not wish to use the Currency Converter should deposit funds into 
their cash management trust account in the currency applicable to the 
contract types that they wish to trade. 
25 A bank in each major capital city in tlie world will act as agent for 

the cash management trust in both receiving funds, issuing and distributing 
cheques and/or ti^nsfemng funds to the appropriate bank accounts. The 
agent banks may receive a fee from the investor for transferring cleared 
funds to a central investment management location (probably in London or 
30 New York) as well as possible foreign exchange business by converting local 
funds into other currencies. An application form must be completed by Uie 
investor and lodged with the agent bank when he deposits funds for transfer 
to his account at the cash management trust. The initial application form 
will also include an agreement-contract (Trading Agreement and Risk 
35 Disclosure Statement) that binds the investor to the Contract Exchange 
Rules. 
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Arbitrage Between Markets 

Each contract type will probably have the same termination date as 
the termination date or expiry date of the dominating futures market or 
options market with the same underlying product. This will encourage 
5 extensive arbitrage with existing markets as prices will come together at 
these dates. If futures or options are not currently traded on the head 
product, monthly, bi-monthly or quarterly termination dates could be used. 
Contract Notes 

It is the investor's responsibility to print out his own contract notes 
10 and trading history directly from his own computer. However, contract 
notes and trading history and cash flow recoixis could be obtained from the 
clearing house after payment of a fee from the investor's cash management 
trust account. There is no scrip involved in the system. 
Language of the Trading Screen 
15 The trading screen, brochures, User Guide, Rules, Trading 

Agreement and Risk Disclosure Statement, cash management trust 
application forms and contract notes etc. would be available in a number of 
languages including English, Japanese, German, French, Spanish, Italian, 
Cantonese, Mandarin and Portuguese. 
20 Clearing Fee 

Each contract type will have a clearing fee (fixed charge) for each 
contract traded in that contract type (including clearing house agent 
activities). 
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Example 13 

Advanta ges of conb-acts as a Hedging Tool 
(All prices in US dollars.) 

An existing holder of $400,000 of physical gold wishes to continue to 
hold gold but would like to reduce his risk very substantially. Assume the 
gold price is $400 per ounce and the gold contract price is $400 (the 
termination date is near) and the gearing ratio in the gold contract is 40:1. 
The gold holder sells $400,000 of gold contracts (say 1000 contracts with 
minimum assigned funds of $10 per contract) by outlaying $10,000 and 
choosing the trading method that accumulates any surplus assigned funds. 
Assume the gold price and contract price track each otlier. 
Case 1 

The contract price falls to $300 by the termination date of the 
contract. The investor has made a profit of $100,000 on contracts and a loss 
of $100,000 on physical gold. 
Case 2 

The contract price rises to $500 at the termination date of the 
contract. The clearing house as agent would have progressively closed out 
the investor's contract position in the market so that his $10,000 in contracts 
would be lost excluding fractions and $100,000 could be made on the 
physical gold held. The investoi-'s total position therefore has improved 
$90,000. 
Case 3 

The contract price gaps down 4% to $384 as soon as the contracts are 
sold. The contracts are closed out by the clearing house as agent at $390 in 
an Exempt Closing Crossing giving the investor a profit of 100% on assigned 
funds, ie. $10,000. A loss of $16,000 has been made on physical gold at the 
same time. The investoi's total loss therefore has been resUicted to $6,000. 
Case 4 

The contract price gaps up 4% to $416 as soon as the conti-acts are 
sold. The contracts are closed out by the clearing house as agent at $410 in 
an Exempt Closing Crossing for a loss to the investor of $10,000. A gain of 
$16,000 has been made on physical gold. The investor's total gain therefore 
is $6,000. 
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Example 14 

(All prices in Australian dollars.) 

An investor sells his $1.8m. Australian indexed share portfolio with the 
Austi-alian All Ordinaries Index at 1800 as he believes the Australian share 
5 market may fall and he invests most of his money in other areas. However, 
he requires some protection in the short term so he buys hidex contiacts 
(gearing at 30:1) at an equivalent price level to the Australian All Ordinaries 
Index with the termination date near, using the trading method that 
accumulates any surplus assigned funds. The investor outlays $70,000 
10 covering the size of his original portfolio (say 1,000 contracts with minimum 
assigned funds of $60 per contract plus $10,000 of surplus assigned funds). 
Assume the Australian All Ordinaries Index and the Index contract price 
track each otlier. 
Case 1 

15 The contract price rises to 2000. The investor sells his contracts for a 

profit of $200,000. The investor's total position is equivalent to as if he still 
held his share portfolio. 
Case 2 

The contract price falls rapidly to 1460 and the clearing house as 
20 agent progressively sells out the investor's position in tlie market until he has 
lost his original assigned funds (excluding fractions). The sale of the 
investor's portfolio has therefore more than compensated for his loss of 
$70,000 in contmcts and has justified his decision to sell the physical 
portfolio. 
25 Case 3 

The contract price gaps upwards more than 3 1/3% (say 1890) as soon 
as tlie contracts are bought. The investor's contracts are closed out by the 
clearing house as agent at 1860 in an Exempt Closing Cix)ssing. The investor 
has made a profit of $60,000 from his investment in contracts. 
30 Case 4 

The contract price gaps downwards 4% (say 1728) as soon as the 
contracts are bought. The contracts are closed out by the clearing house as 
agent at 1730 in an Exempt Closing Crossing. The investor has lost $70,000 
on his contracts but his decision to sell the physical portfolio has been 
35 justified. 
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Contracts with an Option as an Underlying Product 

A contract with an underlying product of an option would trade in 
the same way as any other contract although even with a low gearing raUo 
the clearing house may be more likely to be performing Exempt Closing 
Crossings because of the nature of options. If the underlying product (option) 
is traded in a market, the termination dates of the contract would be the same 
as the expiry dates of the option in the main market that the option is traded. 
Contract holders with an underlying product of an equity option (or an 
equity) would receive an adjusted contract number if bonus, reconstruction 
or rights issues occur. The minimum bid (tick) for conU-acts trading at very 
low prices would be reduced on a set scale. 
Communi cations with the Clearing House Head Computer 

Although anyone from any countiy can tlieoretically deal using the 
system, it is important to keep down the smaller investor's international 
telephone costs and partly provide him with high speed dedicated lines. 
Each investor may have a separate dedicated line (perhaps of diverse speeds) 
with most major corporations or institutions probably having high speed 
dedicated lines, to a centi-al spot (concentrator computer) in the closest major 
city. Each major city in the economically developed countries (say 1,000,000 
people) could have a concentrator computer that provides the market and 
transaction information and receives dealing instructions from tlie local 
investors. Dealing instructions from each major capital city would be 
automatically directed via high speed dedicated lines to a lead computer in 
each country that would automatically fomaixl the dealing instructions via 
high speed dedicated lines to the clearing house head computer for execution 
in the countiy of its domicile. A number of cities in some countries may be 
directly linked to the clearing house head computer. 

It could be considered but not be necessaiy if trading orders sent at 
the same Universal time from London, Tokyo, New York, Hong Kong, 
Sydney, Paris and Frankfurt to the clearing house head computer arrived on 
market at precisely the same time. This would provide a level playing field 
and may encourage more world wide participants in arbitrage. 
Investor's Computer Equipment and Software 

Although existing computer equipment could be used by investoi-s 
many investors will prefer to be offered a complete package or part package 
of equipment ie. computer, printer, modem, screen, a specifically designed 
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keyboard, compulsory software, complementing software and perhaps even 
specifically designed forms (such as contract notes) to be used by the printer. 
Security of die System 

Each inyeslor will use Identification and Passwords to log on and use 
5 identifiable software. Some investors will also be "hard-wired" through a 

dedicated line. Data may be encrypted during transit. For specified accounts 
an investoi^s positions can only be opened and closed on one line using 
identifiable software. 

Funds can only be tixmsferred from a cash management trust account 
10 to an outside account in the same name and address as the account at tlie 
cash management trust. 

It will be appreciated by persons skilled in the art that numerous 
variations and/or modifications may be made to the invention as shown in 
the specific embodiments without departing from the spirit or scope of the 
15 invention as broadly described. The present embodiments are, therefore, to 
be considered in all respects as illustrative and not restiictive. 
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CLAIMS: 

1. A contract exchange comprising: 
a central clearing house computer; 

a cash depositing facility, such as computer based cash management 
5 fund, electronically linked to the cential clearing house computer; and 

an automated real time screen trading system operated by investors 
using personal computers linked by telephone lines to the central clearing 
house computer; wherein 

the contiBct exchange creates, trades and closes indivisible financial 
10 package contracts each of which have two parties, a buyer and a seller, who 
are tlie beneficial owners of the proceeds of a binding obligation requiring a 
cash settlement based on a settlement price of a specific quantity of a 
specified type of product at an agreed price, place and time; 

the price of the contracts is determined by a market; 

the contracts are geared and investors must make sufficient funds 
available to a tmding account from a depositing facility account to cover the 
proportion of tlie value of a contract, as determined by the gearing ratio, 
being permitted to buy or sell; 

as the price moves in the market, the parties to contracts gain or lose 
20 the entire changed value of tlie contracts they hold; 

eitlier the buyer or the seller makes an incremental profit after each 
price movement and the counter party makes an incremental loss: 

the credit is inunediately transferred from the trading account of the 
party making the loss to the party making the profit; 
25 the clearing house holds options on all the contracts and is able to 

exercise its option rights to dispose of some or all of a party's conbacts in the 
market if that party's trading, or assigned funds became insufficient to cover 
the proportion of the value of the contracts held, as determined by the 
gearing ratio; 

30 should the clearing house be unable to dispose of the cont acts 

required in tlie market then when the contract price moves such tJiat the 
pai tys funds fall to zero, it is able to close all that party's contracts at that 
price, simultaneously closing all the contracts held by the counter parties; 

closing takes place witliout delay and without the involvement of any 

35 other parties. 
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2. A contract exchange according to claim 1, wherein when the clearing 
house is exercising its option rights and attempting to dispose of a party's 
cotitracts in the market and a counter party enters the opposite parameter of 
the market, tlien the clearing house may close all the party and counter party 

5 contracts that are in the market at the same time. 

3. A contract exchange according to claim 1 or 2, wherein if a party has 
sufficient funds to cover the proportion of the value of the contracts held, as 
determined by the gearing ratio, at the last sale price but not at the price of 
one of the market parameters, and a counter party enters the market at that 

10 parameter to close a position, the clearing house may close sufficient of the 
party's contracts with the counter part3r's contracts so that tlie party no longer 
has insufficient funds to cover the proportion of the value of the contiacts 
held at the price of that market parameter. 

4. A contract exchange accoi-ding to any preceding claims, wherein to 
15 create a new indivisible financial package contract the clearing house enters 

into a purchase contract with the buyer of the contract, and enters into a sale 
contract with the seller of that contract at the same price. 

5. A contract exchange accoixling to any preceding claims, wherein the 
clearing house will automatically reinvest unrealised surplus assigned funds 

20 fix>m an investor's trading account into further contracts. 

6. A protocol for tiading on a contract exchange, comprising the steps 
of: 

providing a central clearing house computer; 
providing a cash depositing facility such as computer based cash 
25 management fund electronically linked to the central clearing house 
computer; 

providing an automated real time screen trading system operated by 
investors using personal computers linked by telephone lines to the central 
clearing house computer; 

30 creating, trading and closing indivisible financial package contiacts 

each of which have two parties, a buyer and a seller, who are the beneficial 
owners of the proceeds of a binding obligation requiring a cash settlement 
based on a settlement price of a specific quantity of a specified type of 
product at an agreed price, place and time; 

35 determining the price of the conti*acts by operation of a market; 
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gearing Uie contracts and monitoring the funds each investor has 
available to ensure each investor has sufficient funds available in a trading 
account to cover tlie proportion of tlie value of a contract, as determined by 
the gearing ratio, before an investor is permitted to open contracts to buy or 
sell; 

exercising option rights to dispose of some or all of a party's contracts 
in the market if that party's funds become insufficient to cover the proportion 
of the value of the contracts held, as determined by the gearing ratio; 

if unable to dispose of the conbacts required in the market tlien, 
when the contract price moves such tliat the party's funds fall to zero, closing 
all that party's contracts at that price, and simultaneously closing all the 
contracts held by the counter parties; 

closing takes place without delay and without the involvement of any 
other parties. 

7. A protocol for trading on a contract exchange according to claim 6, 
comprising the further step of: 

when exercising option rights and attempting to dispose of a party's 
contracts in the market and a counter party enters tlie opposite parameter of 
the market, closing all the party and counter party contracts that are in the 
market at the same time. 

8. A protocol for trading on a contract exchange according to claim 6 or 
7, comprising the further step of: 

if a party has sufficient funds to cover the proportion of the value of 
the contracts held, as determined by the gearing ratio, at the last sale price 
but not at the price of one of the market parameters, and a counter party 
enters the market at that parameter to close a position, exercising option 
rights to close sufficient of the party's contracts with tlie counter party's 
conti-acts so that the party no longer has insufficient funds to cover the 
proportion of the value of the conUacts held at the price of that market 
parameter. 

9. A protocol for trading on a contract exchange according to claim 6. 7 
or 8, comprising tlie further step of: 

as the price moves in the market, requiring the parties to contracts to 
gain or lose the entire change in value of tlie contracts tliey hold so tliat 
either the buyer or the seller makes an incremental profit after each price 
movement and the counter party makes an incremental loss, and 
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immediately transferring the credit from tlie trading account of tlie counter 
party making tlie loss to tlie party making the profit. 

10. A unique indivisible financial package contract which is a binding 
obligation requiring a mandatory cash settlement based on a settlement price 

5 of a specific quantity of a specified type of product at an agreed price, place 
and time; 

each contract has two parties, a buyer and a seller, who are the 
beneficial owners of the proceeds of tlie binding obligation; 

when holding contracts, the price moves as determined by market 

10 forces; 

the contracts are geared and investors must make sufficient funds 
available to a trading account from the depositing facility account to cover 
the proportion of the value of a contract, as determined by the gearing ratio, 
before an investor is permitted to open contracts to buy or sell; 
15 as the price moves in the market, the parties to contracts gain or lose 

the entire change of value of tlie contracts they hold; 

either the buyer or the seller makes an incremental profit after each 
price movement and the counter party makes an incremental loss; 

the credit is immediately transferred to the ti'ading account of the 
20 party making the profit from the trading account if the counter party is 
making the loss; 

the clearing house holds options on all the contracts and is able to 
exercise its option rights to dispose of some or all of a party's contracts in the 
market if that party's funds became insufficient to cover the proportion of the 

25 value of the contracts held, as determined by the gearing ratio; 

should the clearing house be miable to dispose of the contracts 
required in the market then when the contract price moves such that the 
party's funds fall to zero, it is able to close all that party's contracts at that 
price, simultaneously closing all the contracts held by the counter parties; 

30 closing takes place witliout delay and without the involvement of any 

other parties. 

11. A unique indivisible financial package contract according to claim 
10, wherein when the clearing house is exercising its option rights and 
attempting to dispose of a party's contracts in the market and a counter party 

35 enters the opposite parameter of the market, then the clearing house may 
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close all the party and counter party contracts that are in the market at that 
time. 

12. A unique indivisible financial package contract according to claim 10 
or 11. wherein if a party has sufficient funds to cover the proportion of the 
value of Uie contracts held, as determined by the gearing ratio, at the last sale 
price but not at the price of one of the market parameters, and a counter 
party enters the market at that parameter to close a position, the clearing 
house may close sufficient of the party's contracts with tlie counter party's 
contracts so that the party no longer has insufficient funds to covtsr the 
proportion of the value of the contracts held at tlie price of that market 
parameter. 

13. A unique indivisible financial package contract accoixling to claim 
10, 11 or 12, wherein in order to create a new indivisible financial package 
contract the clearing house must enter into a purchase contract with the 
buyer of the contract, and enter into a sale contract with the seller of that 
contract at the same price. 
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